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FOCUSED ON FUNDAMENTALS AND 
THE LONG TERM

The structured credit market is a young one and Matt Natcharian 
has been a participant from the very start in building a deep 
and broad knowledge base. Having started his structured 
credit career by pulling together reports, Matt rose rapidly to 
head Babson Capital’s Structured Credit team. He understands 
the power of data and remains focused on the underlying 
fundamentals of the companies whose bonds and loans form the 
foundations of structured products. He shared his experiences, 
his observations of the current crisis, and his thoughts about 
what might be next.

Describe your early career in structured credit. 
I was hired in 1995 by Mass Mutual. They basically hired me because I 
had some computer programming skills and knew the system they had 
for reporting. One of the lucky things I was given to do early on was 
run some reports for one of our fi rst CBOs by Roger Crandall [Babson 
Capital’s former CEO and MassMutual’s CEO as of January 1, 2010] who 
was the portfolio manager at that time. I was the person who got the 
data, processed it and learned from Roger by standing in his offi ce and 
listening to the negotiations with the bankers and lawyers. I suppose it 
was a little bit of being in the right place at the right time, and a little bit 
of hard work. In 1998, I was given some deals to analyze and offi cially 
became an analyst as I moved from the middle offi ce to the front. 

That was not a very typical path for a portfolio manager, was it?
I suppose not! When I joined in 1995, most of the people in the corporate 
securities department were heavily encouraged to enroll in the CFA 
program. Being involved in the investment activity while being enrolled 
in the CFA signifi cantly beefed up my knowledge, as what I was learning 
at work I was learning in the program. By 1998, I had my CFA and that 
eased my move into the front offi ce.

What were the growing pains for you and the market? Were 
there important lessons you learned in that time?
The market went through two hiccups, the fi rst being the 1997 Asian 
Financial Crisis. There was a lot of panicking by investment bankers at 
that time. I was fortunate to see how bad credit cycles can get as part of 
my early experience. Each cycle plays out differently, so you cannot learn 
all the lessons. The latest cycle has been the most volatile. The biggest 
lesson I learned was to have the discipline to stay calm. Being part of 
MassMutual has also helped, as MassMutual has historically believed in 

BCI4440_09/405

Matthew P. Natcharian, CFA

Matthew Natcharian has 
been the head of Babson 
Capital ’s Structured 
Credit Team since 2005. 
The 12-person team 
invests in collateralized 
debt obligations (CDOs) 
as well as develops and 
manages structured 

credit products, and has $7 billion par 
amount of structured credit investments 
under management (as of June 30, 2009). 
Matt has over 14 years of industry experience 
and was the fi rst analyst at Babson Capital 
dedicated to analyzing structured products 
based on corporate debt. Prior to joining 
the fi rm in 1995, Matt worked at Allmerica 
Financial, New England Mutual Life Insurance 
Company and The Boston Company. He 
holds a B.S. in Finance from Bentley College 
and is a member of the CFA Institute.

FIRM OVERVIEW

Babson Capital Management LLC manages more 
than $100 billion in assets for a broad range of 
institutional investors in the U.S. and abroad 
and is the lead investment advisor to our parent, 
the Massachusetts Mutual Life Insurance Co. 
(MassMutual). Our goal is to build long-term 
relationships, based on transparency and trust, that 
provide value to our clients. Through proprietary 
research and analysis and a focus on investment 
fundamentals, we develop products and investment 
strategies that leverage our broad array of expertise 
in fi xed income, equities, alternatives, structured 
product, and debt fi nancing for corporations and 
commercial real estate.



Babson Capital Management LLC2

the philosophy of being diversifi ed and holding a long-term view to investments, giving us the 
opportunity to take advantage of market dislocations when they happen. It’s a tough time in the 
markets now and CDOs are not popular, but we are able to continue to buy them for MassMutual’s 
General Investment Account and for our clients.  

How has your experience helped you navigate through the recent credit crisis? 
Well, structured credit has grown and evolved through the years. Many people came into the 
arena in 2005/2006 with ABS CDOs, and many thought that they were structured credit and 
CDO-portfolio experts. I think it was good to have gone through the 1997/1998 credit cycle and 
seen structures go through a stressed period. I think that kept us out of the newer, riskier sectors. 
It is also useful to remember that we are still investing in the underlying asset. Bank loans, for 
example, are not new, they’re still leveraged corporate loans and the CDO just applies leverage. 
We need to stay focused on the underlying assets and we need people with credit opinions, and 
Babson Capital has that. Experience helps, but our relationship with our credit analysts in the U.S. 
Bank Loan Team in Charlotte is very important as it helps us keep focused on the fundamentals.

Were there signposts that made you think something was amiss in the structured 
credit market?
In hindsight, there were a lot of markers. We were never big investors in ABS CDOs primarily 
because our ABS analysts didn’t like the assets in the deals. There were way too many crazy deals. 
For example, one manager was synthetically shorting all the collateral into the deal and going 
long on the equity of the deal — basically a refund on the short position. We couldn’t understand 
how a deal like that got rated and marketed and how investors were convinced to buy into it. As 
excessive as that was, I think we still underestimated how much of the senior tranches of ABS 
deals got kept by the banks and just how much risk got concentrated in AIG, the Bear Stearns 
hedge funds and some of the monoline insurance companies, and it ended up contributing to the 
systemic nature of the problem. 

In January of 2007, we had a meeting with a premier ABS manager, and we left the meeting shaking 
our heads in disbelief. He predicted that the mortgage market was going to be decimated quickly 
with half the originators going bankrupt. I remember the conversation vividly and I thought 
that if originators go bankrupt, it doesn’t mean that people were actually going to stop paying 
mortgages. The risk that even subprime borrowers would stop paying across so many different 
deals was a surprise to me. That meeting was defi nitely a signifi cant signpost. Hindsight is 20-20, 
and thankfully, we were light in the subprime sector overall.

“  I was fortunate to see how bad credit cycles 
can get as part of my early experience. The 
biggest lesson I learned was to have the 
discipline to stay calm.”
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Did you ever have an emotional response to what was happening? Did you feel like 
someone “wrecked” the market on you?
No, I don’t think I could blame one particular person. I suppose, in hindsight, there was a 
group of senior bankers that pushed through ABS CDOs. We underestimated the buildup 
of risk that was going on. If they had maintained their discipline of selling every deal rather 
than print as many as possible, it would have been better for everybody. I take the view that 
the structured-credit market has taken too much of the blame by the press. The press likes 
to throw out terms that many in the general public don’t understand — CDOs, CDSs — and 
because they sound complex, they think these instruments caused the crisis. The underlying 
problem was that loans were made to people who couldn’t afford them, too many loans made on 
the same property back-to-back, and too many people stopped paying their mortgages. Along 
the way, there were rating agencies, underwriters, and regulators who can share the blame. 

The system that was set up was efficient in funneling money from large global investors to 
the average home owner. That’s a big positive of finance and this system also distributed risk 
more broadly and lessened systemic risk. The problem was that pieces of that systemic risk 
got concentrated in AIG, monoline insurers and big banks. There were people who saw that 
— the bankers, rating agencies and the government. I believe there could have been better 
monitoring of leverage in the system.

We understand you’ve put on a lot of miles to help the firm develop business 
opportunities in Australia. Are the dynamics of the market outside the U.S. different?
No, they are exactly the same. Most of the investors in Australia we are meeting with are 
pension funds. The reason there’s a lot of activity is that, by law, employers are required to 
make compulsory contributions to superannuation funds on behalf of their employees, on top 
of their salaries. Currently, it is set at 9% of their base salary. Employees can also contribute 
additional pre-tax pay. Essentially, there are a lot of pension funds that have money constantly 
coming in. So, you have a large investment pool, in a relatively small capital market, looking 
for places to invest abroad. The similarity that I see is that pension funds have a long-term 
focus, aren’t concerned much about ratings, like a good risk-return profile and can afford to 
make investments in riskier assets for the long term. In this way, they are very much aligned 
with our clients. As a result, Babson Capital is well placed to increase our relationship with 
Australian pension funds, as I think our overall philosophy and style is very consistent with 
a lot of what those clients are looking for. I’m optimistic that there will be more ways for 
Babson Capital to grow with these clients.

Is the structured market dead or at least inactive, especially for new issue? How 
will the market evolve and what will be the keys to success?
I think the last time around, the new-issue market came back very quickly. This time around, 
it tried to in 2008 with a couple of new issues and then stalled again. The main thing holding 
up new issue now is uncertainty about rating agencies. The rating agencies got the subprime 
mortgage market so wrong that they are now second-guessing the corporate leveraged-
market structures (CLOs) and downgrading too far, making it difficult for investors to keep 
participating. The question is will rating agencies ever be functional again. That said, deals 
will be more conservatively leveraged. The key is finding the guy who will buy the lowest 
risk piece. Historically, banks bought this lowest risk piece and were insured by monoline 
insurance companies. It is now unclear who is going to replace that function. The key for 
the new-issue market to develop is recovery. The faster things recover, the more likely it is 
for new issuance to restart. I am cautiously optimistic. 
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Disclosure
Past performance is no guarantee of future results. This document contains the 
current opinions of the Portfolio Manager but not necessarily those of Babson Capital 
Management LLC. Such opinions are subject to change without notice.

Nothing in this document is intended to be taken by any person as investment advice, 
or a recommendation to buy, hold or sell any security or other investment, or an 
offer to sell or a solicitation of offers to purchase any security or other investment, 
nor does it purport to be a complete description of the terms of or the risks or 
potential confl icts of interest inherent in any actual or proposed investment or other 
transaction. Prior to entering into any investment, prospective investors should 
determine, in consultation with their own legal, tax, regulatory, accounting and/or 
fi nancial advisors, the economic risks and merits, as well as the legal, tax, regulatory 
and accounting characteristics and consequences, and the overall suitability, of the 
transaction from the investors’ own standpoints, and decide whether they are able to 
bear such consequences and assume such risks.

Although the information presented in this document has been obtained from sources 
that Babson Capital believes to be reliable, Babson Capital cannot and does not 
make any representation as to its accuracy, validity, timeliness or completeness for 
any purpose, nor does Babson Capital undertake to update any of the information 
presented herein. Past performance of markets and instruments is no guarantee of 
future results, and investments may lose money.  Babson Capital and our affi liates, 
offi cers, directors and employees may from time to time hold “long”or “short” positions 
in and buy or sell securities or fi nancial instruments discussed in or affected by the 
statistics discussed in the document. Opinions expressed are our current opinions 
as of the date appearing at the top of this document.

Australia: The information contained in this document, is being provided by Babson 
Capital Management LLC (“Babson Capital”), a foreign company registered in Australia 
(ARBN 132 880 007), and by its offi cers and employees in good faith in relation to 
the facts known to it at the time of preparation. It is being provided for informational 
purposes only, and is not meant to provide opinions, advice or recommendations.  
Babson Capital is exempt from the requirement to hold an Australian fi nancial 
services license under the Corporations Act of Australia in respect of the fi nancial 
services. Babson Capital is regulated by the U.S. Securities and Exchange Commission 
under U.S. laws which differ from Australian laws. Babson Capital has prepared this 
document without consideration of the investment objectives, fi nancial situation or 
particular needs of any individual investor, and you should not rely on the opinions, 
advice, recommendations and other information contained in this document alone. 
This document contains general fi nancial markets information only.
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